Abstract. This paper contains a review of alternative theories which have been developed in order to explain growth and change in the small manufacturing firm. Models of small-firm growth derived within the industrial economics literature are evaluated together with stage models of growth and stochastic models. Social and psychological perspectives on growth are reviewed and the spatial dimension is also considered. We argue that most previous theories of small-firm growth place too little emphasis upon the difficulties which small owner-managed firms have in meeting the competitive requirements of the marketplace.
Introduction
The implicit assumption underlying much of present concern to stimulate entrepreneurship, in general, and the foundation of new business in manufacturing, in particular, is that as the UK Bolton Committee Report (DTI, 1971) contended small firms provide the means of entry into business for new entrepreneurial talent and the seedbed from which large companies will grow to challenge and stimulate the established leaders of industry. However, empirical evidence [for example from Ireland, where O'Farrell (1984, page 51) showed that of 2300 indigenous singleplant firms which opened since 1967 and survived until 1981, only 1% employed over 100 people] suggests, perhaps not surprisingly, that rapid and widespread growth among new firms is not to be expected. Similar results have been obtained by Storey (1981) for Cleveland County in England. In order to be able to establish a link between the formation of new firms and employment growth, what is required is a satisfactory theory of small-firm growth which takes account of the rarity of the process it seeks to explain and the tendency for most firms, if they survive infancy, to plateau and remain approximately the same size for many years. It is important in order to improve policy design for the small-firm sector to understand clearly how and why small firms grow and to examine alternative conceptualisations which have been derived in order to explain growth and change. The purpose here is to review some of the different approaches to this subject, and to contribute to the development of a conceptual framework within which to analyse small-firm growth. The thrust of the argument in this paper is that a detailed 'micro' approach is required to explain growth in smaller firms and that most previous theories of small-firm growth present frameworks which place too little emphasis upon the difficulties which small owner-managed firms have in meeting the competitive requirements of the marketplace (1) . Moreover, these theories do not identify production problems as a fundamental constraint upon small-firm growth.
A major problem confronting the evaluation of the models of firm growth is the different definitions of company size and the variable populations of firms that have been used in empirical investigations. Furthermore, there is no consistency in
(1 > The theory is outlined more fully in a subsequent paper. the dimension of growth which theorists have used as the object of analysis: some refer to employment; others to profits, value added, turnover, and total assets; and a few theorists have not actually defined the parameter of interest. We shall try to pinpoint these differences and to comment upon their implications for our understanding of the growth process, where relevant.
Small-firm growth: the industrial economics approach Small firms in most cases commence production at a scale below the minimum efficient size for their industry. If firms fail to achieve minimum efficient size for their specific industry they will be potentially vulnerable and may eventually close because of competition from other companies which are operating at or above the minimum efficiency. Many small firms, even if they are not efficient, may reach the minimum efficient size for their industry by selling to relatively uncompetitive and partially protected local and regional markets. Given that the long-run average cost curve is L-shaped rather than U-shaped (that is, costs per unit of current output above the minimum efficient scale do not vary with the volume of output), subsequent expansion will depend upon whether growth is a strategic goal for the firm, and whether the firm can meet the varying demands of the marketplace. Clearly distinctions need to be drawn between technological economies and managerial and financial economies, although the concept of economies of scale is a static one and our concern is with dynamic issues, namely the process of growth.
In reducing their costs, firms in an industry will be involved in a competitive struggle, and, against a given industry demand, some firms will be forced out of the industry as other firms grow to their minimum efficient scale (Hitchens, 1976, page 32) . The fact that firms exist at different sizes led to the rejection of the perfect-competition model and to the development of the concept of imperfect competition with falling demand curves to individual firms. Hence, some firms may expand to the minimum efficient scale in their industry even if they are not efficient producers.
A number of growth models have been developed in industrial economics but primarily to explain the behaviour of large firms. For example, in their seminal book on industrial economics, Hay and Morris (1979, page 277) introduce the chapter concerned with the growth of firms by arguing that the theory of growth of firms should be more 'realistic' and that the predominance of multiproduct firms of very large size "suggests that there may be no limit to the size of a firm in the long run. Only if there is a constraint on how rapidly a firm can expand would there then be any limit on its size and then only in the short run". Size is, therefore, simply a function of growth; it is not conceptualised as an influence upon the growth rate. This implies that the owner-managed single-plant firm and the multinational corporation occupy different points along the same continuum of corporate development (Taylor and Thrift, 1982, page 17) . Furthermore, Hay and Morris (1979, page 277 ) also assume that "the theory must partly focus on the firm itself as an organisation able to manipulate to some extent the competitive environment in which it finds itself, rather than as just a passive unit whose performance depends on various structural characteristics of the market". For the great mass of small manufacturing businesses, which must function largely as price-takers and in many cases operate within a dependent relationship as suppliers to large firms who have the power to squeeze their profit margins, this assumption is inappropriate except insofar as small firms can adapt their product to suit markets of different competitiveness. Hence, the unequal power relationships that occur between large and small firms in such commercial arrangements as licensing, franchising, sub-contracting, and access to venture capital need to be explicitly recognised in any theory of small-firm growth.
In one theory developed by Downie (1958) within the industrial economics paradigm, it is argued that the rate at which a firm grows depends upon financial and demand factors; the capital required to expand capacity; and the customers required to absorb production. Capacity varies directly with the rate of profit, whereas the rate of profit varies inversely with the rate of customer expansion and growth of demand. As a direct result, the model identifies an upper limit to the rate of expansion of a firm but no upper limit to the absolute size of the enterprise (Taylor and Thrift, 1982, page 16) . Andrews (1949) set forth a theory in which savings in unit costs provide a motive for growth. He noted that, because some costs are fixed and some are variable, "short run costs will normally be falling even if the long run cost curve is rising" (Andrews, 1949, page 59) . This implies that business expansion is undertaken to obtain short-run cost savings. In the long run, however, the long-run cost curve reigns and the short-run cost savings sought by these businessmen are illusory (Starbuck, 1971, page 74) . Businessmen differ in the degree of interest that they take in different aspects of their functions (that is, production, financial control, marketing, etc) and this may be important in influencing the size towards which a business is trying to grow. Penrose (1959) , conversely, placed a major emphasis upon the managerial constraints on growth (subsequently known as the 'Penrose effect'), arguing that there are at any time limits to the expansion that existing managers can achieve, but limits also to the rate at which management can expand its numbers and thereby its managerial capacity. The core of Penrose's theory was the supply of managerial services to the firm. As the firm grows, obtaining new managers, new abilities, and new information, there are increases in the maximum services that the resources can generate. Any limit on the scale of possible operations recedes and the issue becomes one of determining the limits on the rate at which the firm, in utilising those services in innovation, diversification, and the like, can in fact grow (Hay and Morris, 1979 , page 300). Penrose rejected the notion that the long-run unit costs of a firm rise as the firm grows large: "There may be an 'optimum' output for each of the firms' product lines, but not an 'optimum' output for the firm as a whole. In general, we have found nothing to prevent the indefinite expansion of firms as time passes." (Penrose, 1959, pages 98-99) . Hence, Penrose sees that only the growth rate of the firm is constrained and not its ultimate size. There are both theoretical and empirical reasons for believing that the Penrose effect is a major determinant of the growth of a firm: both case study and econometric analyses support this view. Richardson (1964) in a survey of managers found that availability of suitable management was the major check on expansion; and Shen (1970) , in an econometric study, argued that growth to larger size at plant level, by permitting more economies of scale to be realised, higher profits to be made, and more advantage to be taken of the relative cheapening of capital in relation to labour, would tend to sustain growth. Although he verified this empirically, he found that overall growth in subsequent periods tended to reverse, with initially high-growth plants becoming low-growth ones, and vice versa. This result he attributed to Penrose-type effects which compelled fast-growing organisations to slow down and permitted slow-growing ones to catch up. O'Farrell and Crouchley (1985) , for Irish data at establishment level, showed that the previous history of employment change was a more important predictor of recent change than was employment size, with the exception of plants in the 0-10 size group.
The notion of disequilibrium also plays a part in Penrose's theory of the growth of the firm. She referred to 'interstices' in an expanding economy-opportunities for growth which existing large firms, regardless of their competitive advantages over their small rivals, are not in a position to exploit because of their finite resources and greater opportunities elsewhere or because of imperfect knowledge. She argued that, if small firms cannot exploit the opportunities, there will be scope for the successful creation of new firms either in new industries or in existing ones which grow more rapidly than the capacity of their incumbent firms.
A formal integrated theory of growth of firms has been developed by Marris (1963) , and the subsequently modified model (Marris, 1966) has become the standard one for the analysis of the managerially controlled firm. The Marris model is a steady-state one-that is to say it is formulated in terms of a steady-state system in which all characteristics of the firm (assets, employment, sales, profit, etc) are presumed to grow at the same constant exponential rate over time (Hay and Morris, 1979, page 279) . In identifying the main determinants of the growth of demand, Marris recognised that firms are usually multiproduct and that diversification into new products is not just an important vehicle of competition, but the major engine of corporate growth. Again this is not a realistic assumption in the case of most small firms. There are significant costs attached to expanding by successful diversification and these costs of expansion all reduce the rate of return on capital (Hay and Morris, 1979, page 284) . In addition, there are limits to the organisational and decisionmaking capacity of managers. Hence, Marris suggests that there are four major determinants of the rate at which firms grow: (1) the demand constraint that arises because costs of expansion reduce the profit margin and/or raise the capital -output ratio; (2) the managerial constraint that arises because of the deterioration in efficiency of managers as expansion becomes more rapid; (3) the financial constraint that arises because of the takeover threat that the sale of shares by shareholders creates or exacerbates; and (4) the objectives that a management pursues (for example, growth, sales, and so on). Hence, Marris recognised that a theory of the growth of the firm requires a theory of stock-market valuation in which shareholders will be concerned only with current and future dividends and with capital gains, whereas managers seek to maximise the rate of growth of the same enterprise. Resources for expansion can be obtained by borrowing, new share issues, or retained earnings. However, the extent of borrowing is limited because higher debt-equity ratios expose both the borrower and the lender to increased risk; there is also a limit to the finances that can be raised through new share issues; and, in the case of retained earnings, there is a trade-off with the dividends expected by shareholders (Taylor and Thrift, 1982, page 17) . The depression of share prices which excess drawing on these sources brings about increases the threat of takeover. The essence of the model is the identification of pressures on the firm to sustain the maximum rate of growth, given the financial constraints, so that no limit is envisaged to the absolute size that the firm can attain (Taylor and Thrift, 1982, page 17) .
This brief review has demonstrated that the proposition of a relatively unimpeded trajectory of growth is implicit in the array of models of corporate growth that has been developed in industrial economics for both national (Downie, 1958; Marris, 1966; Penrose, 1959) and multinational firms (Vernon, 1971) and in the geographical literature (Watts, 1981) . Taylor and Thrift (1982) have questioned this proposition. Static, ahistorical models of corporate development cannot depict corporate development paths; on the basis of cross-sectional data for validation, Taylor and Thrift (1982, page 14) have argued that such models can describe only potential development sequences and not actual development paths. Drawing upon the work of Devine (1979) , they suggest that there may be no single development sequence for all organisations, but rather a series of development sequences including: (1) the small-firm sequence, with size a historically variable factor; (2) a competitive sector sequence related to the smaller quoted companies that are most susceptible to takeover; and (3) an oligopolistic sector sequence related to the larger national and multinational corporations. Each of these groups of enterprises have different magnitudes of resources available and can exercise varying degrees of power in the networks of institutions and firms which constitute their operational environments. Movement of individual enterprises between these groups appears to occur predominantly by takeover and merger (Taylor and Thrift, 1982, page 15) .
The industrial economics literature on the growth of the firm is, therefore, concerned primarily with large firms and their development, from the perspective of differentiated management structures which are not typical of owner-managed enterprises or small partnerships. The nature and scale of the impediments facing the small firm are fundamentally different and we shall have to look elsewhere for appropriate conceptual frameworks. For example, a shortage of working capital and a consequent inability to raise it from the banking sector, because of insufficient security or the absence of a track record, is a major factor constraining expansion of small firms, whereas it is unlikely to be a key bottleneck to the growth of larger companies. Yet small firms need to grow in order to reap economies of scale or they will be at a cost disadvantage. All such disadvantages must be taken into account in any satisfactory theory.
Stochastic models of firm growth
A casual inspection of the data on firm sizes suggests the development of market concentration over time. The size distribution of firms is highly skewed with a few large firms, and a large tail of small ones. Such a distribution is approximated by a number of skew distributions of which the lognormal is the most familiar. The common feature of these distributions is that they may be generated by a stochastic process in which the variate (the size of firms) is subjected to cumulative random shocks over time. The size distribution of firms at a given point in time is the product of a series of random growth patterns in the history of the market.
The process of random growth leading to a lognormal distribution was first formulated by Gibrat (1931) as the 'law of proportionate effect'. We may conceive the growth of a firm as being made up of three effects, the first of which is a constant growth rate (of the market) which is common to all firms. Let X t be the firm size at time t, and let a be the constant growth rate. Then
The second element is a systematic tendency for the growth of a firm to be related to its initial size.
The effect of initial size on growth is determined by the value of /?. For /? = 1, the exponent of X is zero and so size has no effect on growth. For ft > 1, large firms grow faster than small ones, and vice versa for ft < 1. The third element is a random growth term, s t , which enters the growth equation multiplicatively:
A, or logZ, +1 = loga + j81og-X; + loge,.
Gibrat then made two key assumptions: (1) that logs, is normally distributed with zero mean and variance a 2 , and that it is independent of the initial size of the firm; and (2) that the mean proportionate growth of a group of firms of the same initial size is independent of that initial size [in other words, that /? = 1 in equations (2) and (3)].
The law is difficult to test and conflicting results have been produced by statistical analysis. However, Gudgin (1978, page 160) demonstrated that growth and size are inversely related for manufacturing firms in the East Midlands, indicating a general tendency for small firms to grow more quickly, results which were confirmed by O'Farrell and Crouchley (1985) in the case of Irish manufacturing establishments between 1973 and 1981. The empirical consensus also suggests that the variance of growth rates decreases with size of firm (Mansfield, 1962) . The stochastic nature of the phenomenon of the law of proportionate effect suggests that many factors affect growth and, therefore, there is no dominant theory.
Stage models of growth
The models developed within the industrial economics framework have largely ignored the development sequence of the very small firm, an issue to which we shall now turn. The dominant explanatory framework in the case of small businesses has been that of a 'stage' model of growth (Churchill and Lewis, 1983) . The small firm is conceptualised as passing through a sequence of growth stages; the number of stages postulated varies from three or four (Steinmetz, 1969; Velu, 1980) to five (Greiner, 1972) or as many as ten (Deeks, 1976) . The first stage of these models typically stresses the individual founder or partnership setting up in business, with a simple organisation and a management style characterised by direct supervision, and with minimal formal planning. In the next stage the business has demonstrated a capacity to survive and is associated with the emergence of a division of management tasks and the need to raise capital to finance growth. Formal planning is rudimentary, at best cash forecasting, and the management style is one typified by personal supervision. Subsequent stages tend to focus initially upon the critical decision of whether to expand or keep the company stable and profitable. Organisationally the firm becomes more bureaucratic, recruiting functional managers to be responsible for certain duties; and basic marketing, financial, and production systems are installed. Key problems become how to grow rapidly and how to finance it. Can the owner delegate responsibility to others to improve managerial performance, a role many entrepreneurs do not perform effectively? Is the entrepreneur capable of developing the management skills necessary for long-term success? Will there be sufficient working capital to satisfy the demands that growth brings, a process that may require a willingness to tolerate high debt-equity ratios? Both operational and strategic planning are conducted. Hence, the nature of the tasks required for success will vary markedly from one stage to the next.
Churchill and Lewis (1983, page 31) proposed a five-stage development framework, with each stage being characterised by an index of size, diversity, and complexity, and described by five management factors: managerial style, organisational structure, extent of formal systems, major strategic goals, and the owner's involvement in the business. They have four factors relating to the enterprise, and four to the owner; these factors change in importance as the business develops. The four that relate to the company are: financial resources, including cash and borrowing power; personnel resources, relating particularly to the quality of staff; systems resources in terms of the degree of sophistication of information, planning, and control systems; and business resources, including customer and supplier relations, market share, process technology, distribution processes, and reputation. The four factors that relate to the owner are: the owner's goals for himself and his business; the owner's operational abilities in executing tasks such as production, management, and marketing; the owner's ability and willingness to delegate responsibility and to manage the activities of others; and the owner's strategic abilities for future planning. As the firm develops, the significance of these factors changes and the varying importance of the factors over time underlines the need for owner flexibility.
In discussing an alternative framework of organisational growth, Greiner (1972) suggested that there are five phases of growth: creativity, direction, delegation, coordination, and collaboration. According to Greiner, each stage, other than the first, is both an effect of the previous phase and a cause of the next, and all are heralded by signs of an impending crisis. The creative phase ends with a crisis of leadership; the direction phase with a crisis of autonomy; a crisis of control follows the delegation phase; and a crisis of red tape the phase to coordination. Velu (1980) simplified the hypothesis by reducing the five phases to three: namely, the pioneer, the differentiated, and the integrated stages. In the pioneer stage the founder tends to be autocratic, internal communications are easy and activities will be directed towards profitable sales. The differentiated stage begins with the introduction of a scientific professional approach to business management; planning and evaluation systems will appear and the organisation will expand to comprise many separate departments and divisions. For companies which enter the integrated stage, their principal concern will be to maintain a growth rate through the introduction of a succession of new products. Gill (1985) has suggested that a loose' stage model combined with motivational and social factors linked to the owner-manager will make it possible to identify those owner-managers who are likely to succeed, as opposed to those who will simply survive or fail. However, much research is needed to establish the robustness and validity of these findings.
A second-albeit more minor-theme on the theory of small-firm growth is the so-called 's-curve hypothesis', a special case of stage theory (Mueller, 1972) . This suggests that the small firm will have a short formative period followed by a phase of rapid growth because of initial market advantage. This rate of growth fades as competition is offered by other firms who become aware of the market opportunities (Stanworth and Curran, 1976, page 155) . A similar approach was adopted by James (1973) , who articulated the theory of the corporate life cycle which bears a striking resemblance to the concept of the product life cycle. He suggested that the progression of a company be analysed through four phases similar to those of the product life cycle-introduction, growth, maturity, and recycling/decline-and that, within these phases, the operation of four major functional areas of corporate activity be examined-finance, marketing, production, and administration. James (1973, page 73) argued that sales and profits are the only indices upon which a life-cycle curve can be based. The time interval between the various phases of the life cycle of a company or of the growth slope cannot be predicted with any great accuracy because the length of each phase is dependent upon a number of factors.
These stage theories of growth may be criticised on several counts. First, some of them seem little more than heuristic classification schemes rather than a conceptualisation of the processes underlying growth. Second, they implicitly assume that a small business will either grow and pass through all stages or fail in the attempt. Empirical evidence does not justify such an assumption. Consequently, the growth-or-fail hypothesis implicit in most stage models is unsatisfactory; an adequate theory of small-firm growth should be able to account both for the rarity of the process and for the tendency for most firms, once they have survived infancy, to plateau and remain essentially the same size for years. Are there important differences between the characteristics of founders who strive for and achieve growth, and of those who are content to let their firms remain among the mass of small 'living dead' enterprises? There appear to be three types of small firms: (1) fast growers; (2) satisfiers, who constitute the majority; and (3) those which attempt fast growth but which fail. Third, the models fail to capture the important early stages in the origin and the growth of a company (Churchill and Lewis, 1983, page 31) . By and large, these approaches focus upon the growth of a company from a small unit to a large corporation; they do not attempt a detailed understanding of the process of change and growth of the small, independently owned firm itself (Gibb and Scott, 1985, page 599) . Fourth, it is unclear whether the passage of a firm through a sequence of growth stages is a necessary progression or whether, under certain conditions, one or more stages may be missed out, or variations in the sequence may be allowed to occur. Stanworth and Curran (1976, page 154) consider that this reflects a lack of empirical evidence, a tendency to rely upon very small samples and to use cross-sectional data rather than a longitudinal approach. Fifth, these frameworks define company size typically in terms of annual sales (or number of employees) and ignore factors such as value added, product mix, and rate of innovation of new products and processes. Sixth, the models are aspatial and do not incorporate an explicit spatial dimension to take account of the range of advantages and disadvantages in various regional economies which may inhibit or facilitate small-firm growth (Hitchens and O'Farrell, 1985; O'Farrell and Hitchens, 1988) . Seventh, this body of literature is primarily discursive and wisdom based; the models tend to reflect the symptoms of growth rates more than the processes underlying the phenomenon. For example, the development of a managerial division of labour may be both a consequence and an instigator of successful growth. Last, the stage models and corporate life-cycle theory both tend to assume the validity of a stage or corporate life-cycle model rather than to prove it by rigorous evaluation of counterfactual evidence. Whereas the economic theories tend to assume that production is largely a black box, the stage theories tend to ignore the economic environment. Hjern et al (1980) have developed a simple model of small-firm growth by relating the impediments to small-firm growth to the internal as well as external private and public resources available for overcoming the impediments. They also conceptualise the growth of small firms (assuming they are seeking to expand) as occurring in increments or stages, the stages being defined by the emergence and resolution of impediments (for example, lack of investment capital or skilled labour shortages). The model postulates that a new phase of growth cannot commence until the impediments which have brought the previous phase to a close have been overcome (Hjern et al, 1980, page 7) . This simple incremental model accords with the findings of many studies that small firms are beset with managerial deficiencies; they are often undermanaged and those that close founder over problems which, in principle, are resolvable. It strategically highlights critical events upon which resources for fostering the development of a small firm might usefully be concentrated. It is the capability of the company to manage change which will largely determine its survival and/or growth (Gibb and Scott, 1985 , page 600). We shall now turn to consider the strategic management perspective and the role of the owner-manager.
Strategic model of small-firm growth
The strategic management perspective and small-firm growth Some scholars-notably at Glasgow University-have focused attention upon the strategic dimension of achieving sustained growth and the way in which the owner-manager responds to business and personal environmental indicators. Hence, they concentrate upon the identification of the owner-manager's policies and strategies for the conduct and development of the business and their subsequent translation into managerial action that will lead to sustained business development. These business strategies are thought to be determined by perceptions of what the owner-manager wishes to, or thinks he can, achieve through his business, in the light of the opportunities and constraints he sees (Milne et al, 1982, page 6) . In turn, these aspirations and perceptions will be partly determined by personal characteristics.
Some researchers have emphasised that a key factor in sustaining the growth and development of a business is how quickly the owner-manager can adapt and learn from the experience of dealing with his environment (Milne and Thompson, 1982, page 12) . There are two environments that establish the frameworks within which the firm does its business: an external environment, including suppliers, buyers, the strength of competition, potential entrants, interest rates, company taxation, degree of dependency upon a small number of customers, extent of complexity and uncertainty in the market served, sectoral trends, government policies, trends in exchange rates, and social, legal, and political conditions; and an internal environment consisting of the resources of the firm itself. These characteristics cover the range of the relationship that a firm has with the environment including interaction with the aid agencies and the existence of institutional or administrative impediments to progress such as delays in planning permission or in assessing external finance (Gibb and Scott, 1985, pages 602-603) .
The important internal factors identified in the literature and summarised by Gibb and Scott (1985) include the personal and leadership characteristics of the ownermanager. Previous research has emphasised the influence of such factors as age and its effect on attitudes to growth (Deeks, 1976) , occupational background, personal objectives, management style and decisionmaking, the level of the owner's education and training, and personal values and attitudes. The managers' value systems will influence whether a firm pursues the objective of growth or independence, diversifies, enters foreign markets, adopts an active or passive behaviour in the market, looks for technological leadership or is content to pursue a 'survival' policy. For the small business, the objectives of the firm are synonymous with those of the owner.
Other internal factors influencing growth include the extent of division of management labour and the proportion of highly qualified personnel; the control system and the extent to which planning is built into it (Gibb and Scott, 1985) ; the human potential of the organisation in terms of skills and flexibility of the work force; the financial situation of the company; the physical asset base of the company in terms of age and quality of machinery and equipment; availability of management time for coping with change; and awareness both of the wider 'macro' environment and of the task environment.
The management collects and evaluates only a portion of the information concerning characteristics, processes, opportunities, and constraints in both of these environments. The perceptions are interpreted and filtered, account having been taken of earlier experience, knowledge, and conceptions. Thus, as the business is subjected to pressures from the environment or from within, it will seek to adapt and cope, and it is partly by this means that procedures are formalised, systems are developed and new managerial tasks are created. Much small-firm growth is topsy-turvy and is reactive rather than pro-active (Gibb and Dyson, 1984 , page 252).
In the early organisational literature, strategy was viewed as an activity in which the owner-manager would develop a plan of action that matched environmental opportunities and threats, internal strengths and weaknesses, and managerial values (Andrews, 1971; Chandler, 1962) . The distinction between corporate-level strategy (what business should the organisation be in?) and business-level strategy (how should the organisation compete in a given business?) is of key importance. Strategy is conventionally seen to consist of four components: scope, distinctive competence, competitive advantages, and synergy (Hofer and Schendel, 1978) . Scope is the extent of the interaction that a firm has with the environment, commonly defined by the product/market segments in which it will compete. Distinctive competences are those functions at which the firm is exceptionally skilled, as a result of the types, amounts, and deployment of its resources. Synergy is the joint effects of the scope, distinctive competence, and competitive advantages as they cut across markets and organisational units.
Numerous studies testify to a strategy -performance relationship, although the findings are significant more for establishing the importance of a strategy than for telling what strategies to follow under particular circumstances (Sandberg and Hofer, 1982, page 212) . Harrigan (1980) , for example, found that the performance of firms in eight declining industries could be explained by their adherence to (or violation of) certain strategic prescriptions.
Some writers have asserted that there is an association between long-range planning and small-firm development. For example, Bamberger has argued that "we can assume that there is a positive relationship between the existence of a more or less formalised strategic planning system and the firm's growth" [cited in Gibb and Scott (1985, page 598) ]. There is, however, by no means universal agreement that planning is either necessary or desirable (Karger and Malik, 1975) . Gibb and Scott (1985, page 598) suggest that the differences between writers on this issue almost certainly owe much to failure to agree over what constitutes planning, in addition to the failure to standardise on the size of small firms being studied. Hofer and Schendel (1978) argued that this concept of strategy applied to small or singleplant businesses as well as to the medium and large diversified firms on which they concentrated. The applicability of the concept of strategy to all firms, regardless of size or complexity, serves to emphasise that our knowledge of the relationships between the characteristics of founders, the strategies of their firms, and subsequent performance is inadequate and requires more research attention. Porter (1980) has adapted the framework of industrial organisation economics to the strategies of individual firms. In examining the strategic decision of a firm to enter a new business, Porter analysed the problem from the perspective of an existing firm. He identified two major sources of deterrents to entry: structural barriers to entry, and the expected reaction of incumbent firms. As the combined effects of barriers to entry and retaliation can be substantial, Porter suggested that entry is attractive only if an industry is in such disequilibrium that above-normal profits will remain despite such effects. Porter (1985) argued that the fundamental basis of above-average performance in the long run is sustainable competitive advantage. He identified three generic competitive strategies available to all firms regardless of age or industry: overall cost leadership, differentiation, and focus. The focus strategy has two variants: cost focus, and differentiation focus. Each of the generic strategies involves a different route to competitive advantage, with the cost leadership and differentiation strategies seeking competitive advantage in a broad range of industry segments, and focus strategies aiming at cost advantage or differentiation in a narrow segment (Porter, 1985 , page 11).
The growth imperative: is it a realistic assumption? Any strategy to stimulate small-firm growth must explicitly recognise that many small manufacturing companies (perhaps the majority) possess neither the inclination, the expertise, nor the resources to grow. Whether their desire to remain small is a rationalisation of their lack of capability and resources is not of crucial importance; they are content to stay small, and policy instruments designed to aid the process of growth in small businesses are likely to have little or no impact upon such firms. A high proportion of small firms are more interested in maintaining their current level of profit than in expansion. One reason for firms wishing to stay small is that the ownership and the management reside in the same person, or persons; so future company goals are determined not only by commercial considerations but by personal life-styles and family factors. Independence is the primary aim of most entrepreneurs (see O'Farrell, 1986a) ; it is not readily relinquished. Consequently, a policy of survival is frequently preferred to one of growth. Furthermore, a growth strategy almost inevitably involves dilution of ownership through external equity investment, a price which many owner-managers and partnerships are not prepared to pay in order to secure growth (O'Farrell, 1986a) . Other factors which discourage many small firms from seeking growth include the fear of takeover, and the possibility that expansion would attract attention from larger competitors and unions. A further disincentive identified by Scase and Goffee (1980) is the extent to which the owner feels personally competent to deal with the organisation and supervision of labour. Many craftsmenentrepreneurs wish to continue to exercise their own trade skills and may be reluctant or unable to become more heavily involved in administration and paperwork (OTarrell, 1986a) .
Expansion may also mean not only an increase in the number of customers but a change in the type of customer; possibly a shift from old and well-established clients, obtained through personal recommendation, to large-scale organisations. Some may be reluctant to exchange their personal relationships with old customers for more, anonymous interactions with companies and institutions (Scase and Goffee, 1980, page 77) . Hence, it is important to note that there is an inherent preference and propensity not to expand in many small businesses, and there are well-documented additional barriers to the growth of the small enterprise. However, even if the firm achieves growth, it may lead to the eventual demise of the enterprise if the entrepreneur remains rigid in his attitudes, refuses to formalise the organisation, delegate authority, change decisionmaking patterns, and develop new relationships with employees (Kets de Vries, 1977, pages 54-55) . If the firm continues to grow without any organisational change away from the 'spider's web' model, with the entrepreneur at the centre, the effectivensss of this organisational structure and mode of decisionmaking becomes increasingly insufficient to cope with the complexities of the external environment. An obsession with control, an aversion to structure, a preference for personalised relationships with employees, and an unwillingness or inability to delegate may constitute major impediments to long-term growth and may even threaten survival. Furthermore, the formulation and implementation of a growth strategy requires a strategic planning capability which lies beyond the range of expertise of many small-firm entrepreneurs. In addition, the entrepreneurially oriented founder may not wish to take on new specialised management staff; and indivisibilities may mean that it is not possible to keep them fully employed. Stanworth and Curran (1976) , in a seminal paper, offered a new perspective on the social processes involved in the growth and development of the small firm. Their social action view of the small firm concentrates on providing us with an understanding of the internal social logic of the small enterprise as a social grouping. They argue that the key to growth lies in the meanings attached to participation in the firm by the actors involved; a social action perspective links the meanings and actions of participants in the small firm with their wider social environment (Stanworth and Curran, 1976, page 157) . Using the concept of latent social identity, they suggest that three such identities occur: the artisan identity, the classic entrepreneur, and the manager identity. These identities are linked to the processes of growth through the internal social logic generated out of the ways in which the situation is perceived by those involved and the actions which follow on from these perceptions. Reluctance to grow is viewed as much more to do with the consequences, in social terms, of growth than with the reasons frequently articulated by entrepreneurs in surveys; the social action perspective offers reasons why growth is, on the whole, much less common than the prevalent growth ideology would indicate (Stanworth and Curran, 1976, page 164) . Stanworth and Curran's interpretation is incomplete insofar as it does not devote detailed attention to the social orientation of other participants in the firm and to the key outsiders whose orientations and actions have crucial implications for social relations within the firm. However, this work is an important contribution to improving our understanding of the small-firm growth process; and focusing upon the entrepreneur and his influence upon the social character of the firm may be justified because his role is normally decisive.
A social perspective on small-firm growth

The entrepreneurial personality and growth
Empirical studies of the entrepreneurial personality have not excelled in theoretical clarity (Kets de Vries, 1977, page 36) . There is confusion in the definition of entrepreneurs and managers (O'Farrell, 1986b) . For example, some studies have concentrated on specific personality characteristics that might contribute to successful company performance. Kets de Vries (1977) has reviewed the sometimes conflicting evidence concerning attempts to link personality characteristics of founders and company performance, and he cites Hornaday and Aboud's (1971) study of successful entrepreneurs which found that, compared with the population in general, entrepreneurs scored higher on scales reflecting need for achievement, independence, and effectiveness of leadership, and low on the scale of need for support. Personal values may be effective in distinguishing successful entrepreneurs from the general population. However, Hornaday and Aboud's work does not distinguish between the general population and the entrepreneur who has made an attempt and failed; and the scales will not discriminate between successful and unsuccessful entrepreneurs.
There has been a considerable debate in the literature concerning the relationship between the concept of need for achievement and entrepreneurship, although much less attention has been focused upon the association (if any) between need for achievement and growth of firms. People who have high need for achievement tend to believe in their own ability to control the outcome of their efforts-a belief in an internal 'locus of control'. Although several scholars have attempted to relate entrepreneurship with beliefs in the internal locus of control, Brockhaus (1982) is one of the few authors to correlate the scores of the locus of control with success rates of businesses. A belief in such control may therefore be associated with a He found that this internal belief and the associated greater effort would seem to hold true both for successful entrepreneurs and for successful managers. Therefore, his study fails to distinguish uniquely entrepreneurs, but holds promise of distinguishing successful entrepreneurs from the unsuccessful ones (Brockhaus, 1982, page 45) . He also tentatively concluded that general risk-taking propensity may not be related either to the entrepreneurial decision or to the success of the enterprise (1982, page 48) .
Prior job dissatisfaction may also indirectly contribute to the success of the new venture: Brockhaus (1980) compared successful entrepreneurs with unsuccessful ones and found that the former were more dissatisfied with previous jobs at the time they started their business. They may have been more highly motivated to avoid returning to their previous or similar jobs.
The owner-manager's values directly influence the strategic decisions and the objectives and strategies of the firm. Studies on the influence of values on the performance of the firm are relatively rare. England (1975) has analysed the relationship between the personality of the manager and the performance of the firm, taking into account, particularly, the age of the manager. Bamberger (1983) , reviewing German research on managers in agribusiness, concluded that the results are contradictory. This, in part, could be due to the choice of a 'personality' variable so that, at present, no firm conclusions can be drawn concerning the relationship between managerial values and performance.
The entrepreneur's personality and psychology have been examined mainly to determine what leads a person to entrepreneurship rather than to determine their effects upon his success (Sandberg and Hofer, 1982, page 217) . However, Miron and McClelland (1979) have argued that training in achievement motivation significantly improves small-business performance and that it appears to be effective for manufacturing, retail, and service businesses. The research findings linking entrepreneurial personality characteristics and growth are highly tentative and therefore inadequate for the purposes of policy prescription. General studies on entrepreneurship are difficult to generalise; most involve specific groups of people and particular methodologies. Hence, all analysis of traits peculiar to the entrepreneur have resulted in equivocal findings with no clear evidence of any single trait which could distinguish successful entrepreneurs from unsuccessful ones (Chell, 1985, page 51) .
The spatial dimension in small-firm growth Mason and Harrison (1985, pages 4-5) have identified the "need for some detailed studies of the ... role and growth of new and small firms in contrasting regional environments" and have called for "an examination of the locational and structural characteristics of 'successful' small firms". They have also argued that, whereas there is now substantial research on the process of formation of new firms, equivalent research on the relative performance of small firms in different regions is virtually nonexistent. Small firms frequently need to address corporate-level strategic issues (what business should the firm begin?), and a wide range of functional area strategic problems (financial, marketing, personnel, production, etc) , in addition to those of business-level strategy (for example, should the firm develop and launch a new product and gradually phase out an existing one?). The prescriptive literature on small-business planning emphasises the key role of 'outsiders' in improving the effectiveness of strategic planning in small firms. Hence, although managerial deficiencies may frequently cause problems in the development of small firms, many of these problems arise as a consequence of firm -environment relationships, for the growth of industrial concentration means that the external environment is increasingly structured by and for large firms. Furthermore, small firms, as a consequence of their limited managerial resources, are more dependent upon their external environment than are larger companies, and their growth may be constrained by the lower quantity and quality of public and private services available in peripheral regions.
The local milieu may be an important influence upon the prospects for smallfirm growth and expansion; impediments to growth are likely to vary in nature and scale between different regions. Venture capital availability is more limited in peripheral areas owing to the centralisation of the lending institutions and the distorted perception of risk by banks. Lower rates of economic growth and lower levels of income inhibit the opportunities for small-firm expansion based upon local and regional markets. Small firms in peripheral regions also suffer technical impediments to growth, as reflected in the lower rates of innovation compared with similar sized firms in core regions (Oakey et al, 1980) . Labour-supply bottlenecks -especially shortages of apprentice-trained craftsmen and managerial staff-vary between regional and subregional economies and may be a serious constraint upon growth. Hitchens and O'Farrell (1985) have reported that the quality of labour skills is the major factor underlying the poor performance of a sample of small firms in Northern Ireland-the region with the highest unemployment in the United Kingdom-compared with similar matched firms in the South East of England. Furthermore, peripheral economies such as South Wales, which are dominated by large firms such as the British Steel Corporation, BP, and Ford, are not an ideal source of skilled labour for small firms. Skilled personnel recruited from such enterprises tend to be more orientated towards maintenance than production, to be more narrowly specialised, and to lack the flexibility necessary for working in a small-firm environment (Hitchens and O'Farrell, 1986) . Gibb and Dyson (1984, page 25) have suggested that many independent entrepreneurs are closely in touch with the market, have many ideas for new products and processes, but lack the resources to take advantage of new developments as well as the knowledge of the best way to go about expanding the business. The resource shortage, argue Gibb and Dyson, is not that of cash but of management. Del Monte and Giannola (1986, page 282) have also argued that one of the major impediments to the expansion of small firms in peripheral regions is that the process of division of labour is constrained primarily through a restricted supply of managerial and organisational skills. As a firm grows it will need to change its organisational structure, for which it needs to employ the right people to implement the change. If the firm is not able to obtain the appropriate people because the skills are not available in the area it will not change its organisational structure, thereby constraining its growth. Hitchens and O'Farrell (1986) have also observed that, in South Wales, shortages of middle-management staff have impeded the growth of some small firms. Del Monte and Giannola (1986, page 286) also suggest that firms in less-prosperous areas will be more vertically integrated than those in developed regions and that this lack of specialisation reduces the competitiveness and rate of growth of local firms. O'Farrell and Hitchens (1988) have observed that subcontract engineering firms in peripheral areas such as South Wales, Scotland, and Northern Ireland are less specialised than in the South East. It is apparent that policies aimed at providing regional development grants and soft loans will in themselves not address impediments arising from supply-side shortages of appropriate skilled workers and management.
A further impediment to small-firm growth associated with economies in peripheral areas with high levels of external control is that branch plants purchase a smaller proportion of their inputs from local sources. Small independent firms are less well equiped than multiplant organisations to anticipate and avoid impediments and also to resolve them; not only are their own problem-solving resources fewer, but their limited management capacity may also constrain their access to external public and private resources; these latter resources may also be more scarce and of lower quality in peripheral areas. Such environmental impediments may have different impacts upon various kinds of business.
There is empirical evidence to demonstrate that firms are ignorant of external resources available to them and how difficult it can be for policy to reach them (O'Farrell, 1986a) . It may be hypothesised that this problem will be greater in peripheral regions as a consequence of both the 'public -private services gap' (that is, the underrepresentation in certain regions of services which are important to locally based enterprises in promoting growth, innovation, productivity, effective control systems, more dynamic marketing, and so on) and the lower proportion of well-educated entrepreneurs who are better able to take advantage of aids, incentives, and advisory services. There is evidence that the knowledge possessed by smallfirm entrepreneurs concerning the availability of assistance is frequently very limited; and where they have knowledge it is often distorted (O'Farrell, 1986a) . The smallfirm owner-manager's perception of the external environment is constrained by the limited amount of information the manager is able to draw from it and by his capabilities to assess it. This partly reflects the characteristic managerial weaknesses of many small firms and the magnitude of their ignorance may be compounded by the passivity of many agencies. This raises two fundamental questions. First, does the design of policy instruments and advisory systems address the key bottlenecks to the growth of small firms or is there a mismatch between the types of problems encountered and the policy measures and advisory services available? Second, do the ways in which policies are marketed and delivered ensure optimal take-up by small firms? As yet, there is no satisfactory answer to these questions; however, answers will be necessary in order to design and implement an appropriate set of policy instruments to stimulate small-firm growth.
Conclusion: towards a production-oriented theory of growth As in so many aspects of the social sciences, it is easier to provide a critique of contemporary theories than to present a definitive new conceptual framework within which to study small-firm growth. We have argued that the stage models of growth focus primarily upon the internal dynamics of the firm and they tend to underestimate the importance of external factors in small-firm growth and development. Hence, factors such as the dependency of small firms upon large organisations, and the unequal power relationships that manifest themselves in such commercial arrangements as licensing, franchising, subcontracting and access to venture capital, need to be explicitly recognised within any theoretical framework of small-firm growth. The existence of a segmented or dualistic economy comprising unequal relationships between large business organisations, on the one hand, and the weaker, small-firm sector, on the other (with large retail chains, for example, having the power to squeeze the profit margins of small clothing manufacturers) is a fundamental reality in developed economies (Averitt, 1968) .
In the industrial economics literature there is a tendency to assume implicitly that the small firm is a microcosm of the large enterprise in terms of organisation, behaviour, and strategy (in other words, that small enterprises are quantitatively but not qualitatively different from larger ones). We have argued that there are fundamental qualitative differences between large and small enterprises and that alternative conceptual frameworks are required in order to analyse small-firm growth.
It is clear that many factors need to be taken into account to explain small-firm growth and failure, and to this end there are lessons to be learned from several disciplines and conceptual approaches. At present an adequate explanatory framework within which to analyse the growth of the small owner-managed manufacturing enterprise has not been developed. We are still seeking a theory which will simultaneously explain the infrequency of the phenomenon and account for the major processes underlying growth, and we argue that this crucially depends upon the competitive framework and the ability of the firm to foresee and adjust to competition. The issue of the growth of small manufacturing firms needs to be viewed in terms of both the internal and external mechanisms which influence it.
In this paper we have reviewed the major theoretical contributions which have been made to our understanding of small-firm growth and have pointed to ways in which further research might be directed. We have also emphasised the importance of introducing a spatial dimension into the framework because small firms are much more dependent upon external factors operating in their local milieu than are large corporations. However, much work remains to be done for us to understand the mysteries that are contained within the small-business 'black box'. Florence (1953, pages 64-65) wrote "Many small firms survive because they give the precise and reliable service required by customers, particularly in jobbing for producer customers ... . They promise firm delivery dates ... and keep their promise; they produce the exact unstandard quality and design (usually unreasonably) required". It appears that Florence, among many others, tended to assume implicitly that small firms are able to manufacture to the precise design, quality, and price required in specific market segments. Our recent research evidence (Hitchens and O'Farrell, 1985; suggests that such an assumption is unjustified and that the inadequate design, poor quality, and lack of price competitiveness are major factors constraining the growth and threatening the survival of many small firms. The key arguments in this paper is that a major reason (and possibly the most important one) why most small firms close or fail to expand is that they are manufacturing products that the market does not want; that is, they frequently do not optimise the price/quality relationship for the segments of the market towards which their products are targeted. This was especially true of firms in Northern Ireland in comparison with matched enterprises in the South East of England and South Wales.
All previous theories of small-firm growth implicitly assume that the production process is largely a 'black box' and that the firm can manufacture to the appropriate design, quality, and price for its specific market segment, and can, therefore, choose whether or not to grow. In short, these models underestimate the difficulties that small firms have in meeting the competitive requirements of the marketplace. If a firm can solve its production problems successfully it will have overcome a major constraint upon its potential for expansion.
Which firms achieve growth? Our thesis is that it will be those which can identify the key criteria upon which to compete in certain segments (for example, design, after-sales service, price, quality, delivery reliability, and so on) and can then build a competitive advantage based upon these criteria. It appears that small firms, even if they can identify the key criteria, have great difficulty in building a competitive edge. Other impediments may arise in the attempt to build a competitive advantage, such as need for venture capital, shortage of required skills, cash-flow problems, outdated machinery, and so on. However, the overcoming of these impediments may, in some circumstances, be a necessary but not a sufficient condition for successful growth. The need to get the design and price/quality relationship correct for specific market segments is a necessary condition of growth for all firms. Hence, for example, a firm may have up-to-date machinery and adequate working capital, but it will not achieve growth if it fails to meet the design and the price/quality requirements of the marketplace. Our ignorance of how small firms behave in response to certain stimuli is still too great for us to be confident in the design of policy instruments to encourage growth. Hence, the provision of capital grants for machinery and equipment in selected regions is predicated on the assumption that investment decisions are taken in a more or less rational manner related to market opportunities and competitive advantage. Yet Hitchens and O'Farrell (1986) have reported that small firms in Northern Ireland, where there are substantial capital grants, tended to invest in machinery first and then look for orders, in contrast to comparable London firms, with no grants available, which first obtained the work and then decided whether to upgrade the machinery. Policymakers clearly need a better understanding of how the factors they are seeking to influence in the small firms actually work, and this requires an improved conceptualisation of the processes of growth and change within the small firm.
